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Pine utilities chose to limit their respective requested returns o a debt anly component.
Kentucky Power proposed a return on equity for the ovéréﬂ company in the range
of 11.75 percent io 12.25 percent, and recommended 12 percent as the appropriate

return for determining the environmental surcharge. Kentucky Power used several

s L TN ST

" methods to estimate its required retum an equity. The basic results ranged from 10.8 g
percent to 13.64 percent,” The Commission has reviewed Kentucky Power’s position
in the electric ufility industry and determined that Kentucky Power is in good financial

condition, has relatively low rates, and is well positioned in the industry. Based on all

these factors, the Commission finds that a retumn of 11.5 percent on equity for Kentucky

Power's compliance-related capital expenditires is reasonable.
Based on Kentucky Power's capital structure and cost of debt as of December 31,

1996, Kentucky Power's weighted cost of capital, before Income tax gross-up, is:

Capital Structure Cost Weighted Cost
Debht 54.65% 7.68% 4.197%
Equity 45,35% 11.50% % 5.215%
Weighted Average Cost of Capital 9.412%

After adjusting the common equity weighted average cost of capital component for

income tax grass-up,”’ the overall weighted average cost of capital is 12.96 percent.

&9

Barber Direct Testimony at 8,

7 Respanse to Staff Hearing Request, April 2-3, 1897, ltem 13.

" Wagner Direct Testimony, Exhibit EKWN-2, page' 8 of 11, .
-34-




N Line

. Description

~ o Revenme

- December 199 . Capitalization - Interest  Conversion

“No. . Description - - - - Capitalization - Percentage _Percent . . Factor - Average C
‘ ’ ' )] (2 [ O] )

1 jLong Term Debt $318,162,000 | 0.5557 0.076600 : 0.042567
2 |Short Term Debt 8,790,000 0.0154 0.057500 0.000886
3 |Common Equity 245,572,000 0.4289|  0.120000 168011/  0.086471
4 ITotal $572,524,000 L0000 -0.129924
1 Gross Revenue Conversion Factor Calculation:
1 Operating Revenue 100.00

2 Uncollectible 0.20

3 Income Before State Taxes §9.80

4 Less: State Income Tax

5  (Ln3x.0825) 8.23

6 Income Before Fed inc Tax . 9157

7 Less: Federal inc Tax

8 (Ln 6 x .35) 32.05

9 Operating Inc Percentage 59,52

10 Gross Revenue Conversion

11 Factor (100%/ Ln 9) 1.6801*

* Based on Case No. 81-066
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KENTUCKP BOMER coMPANY ' SECTTON V
WORKPAPER S—2
Computation Of Factor To Be Applied To Additional PAGE 3 of 3

Reverue Generated By Rates Imncrease, In
Determination Of An Uncollectible Accounts
Adjustment To Be Added To O&M Expense

——PSC of KY. JURISDICTTON—

Electric Accounts - Net % of
) Reverue Charged Off Elec. Rev.
(2) (3) (4)' (5)
12 MONTHS ENDED 12/31/88 ) . $229,979,049 $456,718 : 0.20
g; 2 12 MONTHS ENDED 12/31/89 234,400,256 475,924 . 0.20
) 3 12 MONTHS ENDED 12/31/90 247,634,585 460,785 0.19
4 Three Year Total And Average $712,013,890 $1,393,427 0.20
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Page 1l of1

Kentucky Power Company

REQUEST

Refer to the response to the Staff’s Second Request, Item 71. Explain in detail why the revenue
requirement for Kentucky Power’s Kentucky jurisdictional operations should reflect Ohio
franchise tax expense and West Virginia income tax expense. The explanation should address
why the tax expense should be included in the operating statement of Kentucky Power, and not
why the taxes should be reflected in the gross revenue conversion factor.

RESPONSE

The Ohio franchise tax and West Virginia income tax should be included in the operating
statement of Kentucky Power because the taxes arise from activities conducted in the course of
business and are payable by Kentucky Power and those activities produce revenues that are
included in the rate case. Kentucky Power is obligated to pay state franchise tax in Ohio because
Kentucky Power has nexus in Ohio. AEP system sales transactions are processed, contracted,
and confirmed in Ohio. AEP Service Corporation performs this service as agent for the member
affiliates which creates the taxable presence for Kentucky Power. Therefore, Kentucky Power is
obligated to pay Ohio state franchise tax on the portion of its apportioned taxable income that
relates to the system sales transactions.

Kentucky Power has employees who work out of the Williamson West Virginia service building
to provide electric service to the Kentucky Power customers located in South Williamson
Kentucky service area. The presence of these workers in West Virginia creates nexus with the
state, thereby obligating Kentucky Power to pay West Virginia state income tax on its West
Virginia apportioned taxable income.

WITNESS: Errol K Wagner, Sandra Keller
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Kentucky Power Company

REQUEST

Refer to the response to the Staff’s Second Request, Item 73. Provide an update on the status of
the negotiations with the cities of Vanceburg and Olive Hill.

RESPONSE

Both contracts have been signed by the Cities. The Company hopes to have the contracts filed
with the Federal Energy Regulatory Commission for its approval before the end of 2005.

WITNESS: Errol K Wagner
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Kentucky Power Company

REQUEST

Refer to the response to the Staff’s Second Request, Item 74. Provide copies of the portions of
the Commission’s October 28, 1991 Order in Case No. 1991-00066 that determined that deferred
state income taxes are not recorded for rate-making purposes.

RESPONSE

The October 28, 1991 Order in Case No. 1991-00066 does not specifically state that deferred
state income taxes are not recorded for ratemaking purposes. The absence of any deferred state
income taxes in the calculation of federal and state income taxes included in cost of service in

the Order, however, is evidence of that determination. See attached pages of the Company's
filing in Case No. 1991-00066.

WITNESS: Jeffrey Bartsch
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KENTUCKY POWER COMPANY

FEDERAL & STATE INCOME TAXES-SEPARATE RETURN
CURRENT YEAR

TEST YEAR 01/01/90 THRU 12/31/90

Section V
Schedule 10

nm (2) (3) (4)
ELECTRIC KENTUCKY

LINE UTILITY JURISDICTION
NO. DESCRIPTION

1 Total Federal Income Tax Payable 14,528,177 13,474,293

2 Total Investment Tax Credit Adj. (1,302,060) (1,298,154)

3 Deferred Federal Income Tax Net F/B (860,889 (859,403)
) Total Current & Deferred Federal v )

4 Income Taxes 11,365,228 11,316,736

5 State Income Tax 3,807,039 3,792,067 -
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q@ KENTUCKY POVERBMPANY!2
CALCULATION OF CURRENT FEBERAL L STATE JHCOME TAXES
TEST PERIOD ¢1/01/90 - 12/31/90
i1} {2} . {3 {4) {5) {§) {1 (8} - {8) {10}
ADJUSTHENTS
. SYSTEH SALES .
LINE _AMOUNTS PER NCN-RECURRING AHOUNTS & TRANSMISSION ELECTRIC  KENTUCKY  allec.
Ho, DESCRIPTION FIHANCIALS & OTHER  MOW-UTILITY  REVISED REVENUES UTILITY  JURISDICTION FACTOR
{ Operating Revenues
2 Oper.Revenues-Sales of Elec., 291,150,293 291,150,293 (42,677,185) 248,473,108 247,634,585 SCH 6
3 Operating Revenves-Other -2,676.,88] 2,676,887 (795,167) 1,881,720 1,881,227 SCH ©
4 Total Operating Revenues 293,827,180 k 0 293,827,180 (43,472,352) 250,354,828 249,515,812
L
.5 Operating Expenses
6 Qperating Expense 175,243,290 175,243,290 (43,472,352) 131,770,938
1 Maintenance Expense 25,346,128 25,346,125 25.346,125 156,597,323 SCH 7
8 Depreciation Expense 20,449,521 20,448,821 20,445,521 29,393,035 SCH 8
&99 Taxes Other Than Inc.Taxes 5,645,301 {34,532) 5,610,858 5,610,859 5,596,753 SCH §
10 Total Operating Expense - 226,684,327 {34,532} 226,643,735 [43.472;352) fsa.l?l,t43 182,587,111
11 Operating Income : T67,142,853 34,532 67,177,385 0 87,177,385 66,928,711
12 Income Taxes
13 State Income Tax ) (3.836,061) 3,835,061 0 0
14 Federal Income Tax (11,373,628] 11,373,626 0 0
15 Total Income Jaxes {15,209,581) 15,203,681 0 0
16 Net Electric Oper.lncome 51,933,166 15,209,687 34,532 67,177,385 61,177,385, 6€,928,701
7 Other Income ¢ feductions
t8 Other Incomellncl. AQFUDC) 638,477 {638,477} 0 ¢
13 Other Income Deductions (370,855} 370,855 0 ¢
20 Taxes App.to Oth.Inc.t Ded. s1h,240 {511,247} 0 0
21 nt.Charges [Net of ABFUOC)  (20,232,520) L W17 (20,232,520) {20.232.520) (20.171,822)0.997 GP-TOF
22 Yotal Other Inc.i Ded. (18,453,651} {118,869) {20,232.520} 120,232,520) (20,171.822)

23 Net Income(Before FIT & SIT) 32,479,515 15,209,687 {744,337} 45,944,865 ¢ 45.344,865 46,756,819
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Krageckel AGWER COMPARY

CALCULATION OF CURRENT FEDERAL & STATE INCOME TAXES
TEST PERIOD 01/01/80 - 12/31/90
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Page 2
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(1} {2} (3) {4) {5) {7) {8) 18} {10} it (12
ADJUSTMERTS
SYSTEK SALES
LINE AKOUNTS PER NOH-RECURRING AMOUNTS 4 TRANS.  ELECTRIC  RENTUCKY ALtoC.
NG, DESCRIPTION EINANCIALS ¢ OTHER  NON-UTILITY  REYISED REVENUES  UTILITY JURIS,  FACTOR
Al
Schedule #-1 Adjustments
24 Federal Income Takes 11,313,626 (11,373,526) 0 ]
25 Liberalized Depr.-Reg.-Set Up {96,000} . {96,000} {96,000) (35,712} 0.397 GP-101
26 Liberalized Depr.-Reg.-Rev. 3,480,000 ) 3,480,000 1,480,000 3,459,560 0.%97 6P-TOT
21 Liberalized Depr.-HR/J-Set Up {12,000) {72,000} (12,8000  (71,784) 0.997 &p-101
28 Liberalized Depr.-H#R{J-Rev. 12,000 - 72,000 72,900 11,184 0.997 &p-107
29 Class Life Depr, (ADR}~REG.-SetUp [1,236,000) {1,236,000) {1,236,000) (1,232,2921 0.997 &P-107
30 Class Life Depr.(ADR)-HR/J-Setup  {228,000) {228,000) {228,000)  {227,3161 0.997 &F-TOT
31 ACRS Benefit Normal.-Reg.-SetUp: [5,536,000) [5,556,000) (5,556,000} (5,539,332 0.931 GP-TOY
32 ACRS Benefit Norm.-Reg.-Rev. 36,000 36,000 36,000 35,892 6.997 6P-707
13 ACRS Benefit Rorm.-HR/J-SetUp  [1,380,000) (1,386,000) £1,380,000) {1,375,860) 0.397 GP-T07
34 Excess Tax vs. 5/L Book Depr, 1,020,000 1.02¢,000 1,026,000 1.016,940 0.397 GP-107
1% Excess Tax vs.S/L BK Depr.-HR/J 336,000 336,000 335.000 334,892 5.%91 &pP-101
@ABFU‘DC-REG (743,684) (743,684} {743,684)  1741,453) 0.997 GP-TOT
ABFUBC-HR/J Post-In-Service 22,044 22,0407 22,044 22,045 1,000 SPECIF.
38 Capitalization of Interest 593,281 - : 693,281 . §43,261 £91.181 ©6.897 GP-T0T
39 Taxes Charged to Retirement {55,464} {55,454) {55,464} (55,298} 0.997 GP-T0F
40 Pensions Charged to Retirement {9,176) {9,178) {8,176) {9,1581 ¢.998 oML
41 Savings Plan Chsrged to Retire. {13,931} {13,931} {13,331)  113,903) 0,998 oKt
42 Cust. Adv, Inc. For Tax 258,780 258,780 258,740 258,730 1,000 SPEC
" 43 Cust.Adv.-Refund or Book Exp.Cr. {72,735} {12,135) (72.135) (72,735} 1,000 SPEC
44 Percent Repair Allowance (636,000) {696,000} (636.000) [633,932) 0.997 &P-TO1
£5 Removal Cost (2,504,000} (2,604,000) (2,604,000) §2,596,188) 0.397 GP-T07
45 Deferred Fuel-Net 626,182. 628,782 628,782 628,782 1,000 SPECIF.
47 hecrued Utidity Revenues-Net 2,098,764  (2,038,764) 0 0 0 0,397 OP-REY
48 Clearing Accounts’ {11,791) (11,191} {71,791} (77,558) 0.997 GP-107
49 INA Insurance {317,075) ) (317,075} (317,075) {316,124 0.397 GP-10T
50 Book Prov. for Uncollect.Accts. 455,000 : 455,000 455,000 455,000 1.000 SPECIF.
51 4Yr.Anort.1986 B1k.Mot.Res.fal. 145,642 (145,642) 0 0 0 1.000 SPECIF.
52 CIAC Book Receipts 905,576 : 305,576 905,576 905,576 1.000 SPEC
53 CIAC Tax Depreciation {180,000} {180,000} (180,000)  1180,000) 1.000 SPEC
54 AOFUDC {289,211) 288,211 ¢ - 0 0 0.997 GP-107
55 AOFUDC-HRJ Post Im Service 11,364 11,364 11,384 11,318 0.996 GP-TRAN:
56 Net Accts. Rec. ¥ritten Off {450,185) {460,185) {460,785)  (460,785) 1.000 SPECIF,
57 Accrued Hanage. Incent. Bonus 180,000 ) 180,000 180,000 179,640 0,938 DML
58 Water Heater Progran A1, {14,117) {14,717} {14,717) 1.000 SPECIF.
5% Post Retirement Benefit Payment  (760,000) (760,000} . {760,000}  (758,480) §.9%38 OML
§0 Taxes On Accrued Payroll (Het) 5,805 5,805 5,805 5,731 0.998  OHL
Advance Rental Income {Net) £3,838) {3,838} (3,838) (3,838) 1,000 OP-REY-
‘ Recoq.Tax Gain-Rockport U 1 373,860° 373,850 313,860 372,365 0.936 PDAF
€3 Book Amort.-Loss on Reacq.Debt 570,396 576,386 570,346 568,885 0.997 GP-101
64 Non-Deduct. Heals & Travel Exp. 33,252 33,292 33,252 33,165 0.998  QHL
65 Membership Dues 32,964 (32,964) 0 0 0
86 Bef.Vacation Accrual-This Year  {1,899,166) {1,899, 166) 11,899,166} {1,R95,368¢ (.998 (ML
67 Def.Vacation Accrual-Next Year 2,443,822 2,443,622 2,443,622 2,438,135 (.9%8 OHL
68 Yacation Pay Sec.48! Aa).Amort. 320.566 120.566 120.566 219,925 0.9%28 0wl



R

d

69 OYR Fund Pens.Trust Bk. Expense

70 TX Depr. Dumont Test Cir.

7t BX Amort.Dumont Test Ctr.-Nerm.

72 BY Amort. Dumont Test Ctr.-F/7
13 Sec. 481-3 Yr.Adj.Prop. Tax-fY
74 Def. Compensation-Book Expense

75 Mon-Deduct-DED Comp.Insur.Prem.

16 P/Y-Defd.Comp. CSV Earn.
17 Def. Compensation Payments

18 Total Schedule K-1 Adjustments
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166,978 . 166,918
{18,612) {18,612}
31,236 31,236
29,484 29,484

1,113,9% 1,119,396

36,001 - 35,001
20,132 - 20,132
{31,497} {31,487}
(14,334} » {14,334}

Section ¥
¥orkpaper $-10
Page 3 of 106

166,978 166.64¢4 0.398

ORL

118,812)  {18,53k) 0.995 GP-TRANS
31,23 31,111 0.396 GP-TRARS
29,484 29,385 0.996 GP-TRANS

1,119,336 1,115,635 0,997 &P-TOT

35,004 35,929 0.998
20,132 20,631 0.9%%
(31.497)  (31,434) 0.998
(14,334) (14,305} 0.998

10,812,715 (13,328,821}

132,964} {3.348,010)

0

(3,349,070} {3,334,338)

OKL
OHL
OHL
oML
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KENTUCKY POMER COMPANY
CALCULATION OF CURRENT FEDERAL ¢ STATE INCOHME TAXES
TEST PERIOD 01/D1/96 - 12/31/80
1) {2} (3) {4) {5} 16) {1} 18} 19} 110}
ADJUSTHEMTS
SYSTEM SALES
LIKE AHOUKTS PER NON-RECURRING MO AMOUNTS & TRANSHISSION ELECTRIC  KENTUCKY:  ALLOC.
0. DESCRIPTION FINANCIALS $ OTHER UTILITY REVISED REVERUES UTILITY  JURISDICTION FACTOR
79 HET INCOME [BEFORE FIT ¢ SIT) 32,479,515 15,209,687 {744,337} 46,944,885 46,344,865  46.756.879
80  TOVAL SCHED. M-1 ADJUST, 10,012,115 (13.328.521) 132,964} (3,349,070} 13,389.070) 13.334.5361
B)  ROCKPORT PER 9061
82  ACRS Depr. Adjustment-Req. 2,175,266 2,118,285 2.1BE.740 9.997
83  PER the State of Kennucky-HRg ) o 314,010 314,870 373.37¢ 0.93%¢
"I g4 STATE TAXABLE INCOKE (COL. 47) 46,145,931 46,145,331 45.364.454
g5 State Income Tax Rate . £ 8.25% 4 6.25% 2 B.2%%
86  TOTAL STATE INCOME TAXES 1 . 3.807.039 3.807.039  3.79z.087
Allocation of AEPCo. Inc. (Loss} , , ] 0 0.897
FEDERAL TAXABLE INCOME (COL. #7} : 38,788,758 39,788,756  29.630.Z7%
89 Federal Income Tax Rate x 34% X 3% X 3y
90  TOTAL FEDERAL IHCOHE TAX . 13,528,177 13,528,877 13,474,283
r-'% . ’ A O AT ———~
91  FEDERAL INVESTMENT TAX CREDIT
P (k) Generated
83 {B) 85X Limitation .
94  TOTAL FEDERAL IMVEST.TAX CR. ' 0 ) - 0 3
95  FEDERAL INCOME TAX PAYABLE 13,528,117 13,528,117 13,474,293
96 INVESTHEKT TAX CREDIT HORK.100% ) 0 0 ¢
91  FEEDBACK OF ITC NORH $30 YEARS . ] ) ¢
98 HET INVEST,.TAY CR.MORHALIZED : ] ] {
89  Summary of Curr. Fed.inc.Taxes
: 0 Current Federal Income Tax 13,528,471 12,826 477 13,674,292
¥1 Current lnvestment Tax Credit 0 0 ¢
102 Current Invest.Tax Cr.Mormalized 0 0 4
163 Feedback of Curr. 17C Normalized 0 0 ]
104 Feeoback of Prior 17C Hormalized  11,302,05D) ] - 11,302,060) (1.302.060) 11,298,134} ¢.99
105 TOTAL CURREMT FEDERAL INCOME TAX A 12,226,111 12,226,117 12,176,138

| ———
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KENTUCKY POXER COMPARY
CALCULATION OF DEFERRED FEDERAL INCOME TAXES
TEST PERIOD 01/01/96 - 12/31/90
) i?) (3) (4) (5) {6) in i8]
ADJUSTHENTS
LINE AHOUNTS PER  NON-RECURRING ELECTRIC  KEWTUCKY  ALLOCATION
K. vDESCRiPTION FINARCIALS ) OTHER  HON-UTILIYY  UTILITY  JURISDICTION FACTOR
106 Liberalized Depr-Reqular - Set Up (36,0001 196,000} {95,712} 0.9%;
107 Tax Rate B I 34 POKT) § X3 GP-T07
198 DFIV: Liberalized Depreciation-Regular - Set Up 32,640 - 32,640 32,542 A
109 Liberalized Depr. - Reg. Rev. 3,480,000 1,480,006  3,469.560 0.3%)
110 Tax Rete ) X 4&! L 46X X 46X GP-T06T
141 DFIT: tiberalized Depreciation - feg. - Rev. 11:;00.800) o - (1.60{;,800) £1.595,9%8)
Liberalized Depreciation-HR/J-Set Up . (72,0001 {72,000} {71,784) 6.997
13 ) Jax Rate X X 34X X 3y GP-T01
114 DFIT: tiberalized Depr-HR/J- 5et Up 24,480, - 24,480 24,407
15 Liberalized Depreciation-HRi-Rev. 72,000 72,000 71,784 0,997
116 “;;;—Rate ---- X 45% X 463 146X &P-101
117 DFIT: Liberalized Depr-HRJ-Rev. - {33,120}~ T 133,1201' l33.021l“-
118 Class Life Depr {ADR}-Reg., - Set Up (1,236,000} {1,236,000) (1,232,292} 0.9%7
(L “;;x Rate ] h QT H X 3ix X 34 GP-T01
120 DFIT: Class Life (ADR} Depreciation-Reg.-Set Up . 420,240 o - 420,240 418,974
128 Class Life Depi.(ADRI-Reg. - Rev, ¢ 0 9 0,997
o eome ' o tw T we
IFIT: Class Life (ADR) Dear.Req.-Set s ;——--"--‘-'--»---'».- ----------------- 9 0
124 Class Life Depr. (ADRI HR/J-Set Up {228,600} {228,000} {227,316} 0.397
123 ”;;Xn;l;;; ——————————————————————— X 34% X 4% X 34% GP-107
126 DFIT: Class Life (ADR) Depreciation-HR/J-Set Uo T e




121

128

128

130

13

132

133 .

13

135

136

138
139
10
14
142
143
14

145

16 -

147

48

149
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ACRS Depr. Benefit Kormalized-Rey.-Set Up

Tax Hate

DFIT-ACAS Depr. Bemefit Nurn.-Reg.-Sat"Up

ACRS Depr. 8enefit Normalized-Reg.-Rev.

- - -

Tax Rate

DFIT: ACRS Depr. Benefit Norm,-Reg,-Rev,

Tax Rate

DFIT: ACRS Dzor. Bemefit Norm.-HR/J-Set Up

AFUDC - Reg.

Tax Rate
OFIT-AFYOC-Borrowed-Reg.
Capitalization of Inferest

Tax Rate

DFIT: Capitalization of Interest

Cust. Adv. Income for Tax

Tax Raté
DFIT: Gust. Adv. Inc. For Tax
Cust. Adv. - Ref.
E T

DFIT: Cust. Adv. - Ref,

CIAC < Book Receipts

\

Tax Rate

DFIT: Contributien In Aid of Construction ™

CIAC - Tzx Depreciation

Tax Rate

DEIT: CIAC Tax Depreciaiton

f
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Sk S
(5,556,000 {5,556,000) (5.539,332) 0.997
1 33 X 348 X33 gP-107
1,888,040 1,889,040 1,883,373 997
36,000 36,000 35,852 0,397
X 42,3333 T 43 X 43 6P-10T
T (15,6000  (15.553)
(1,380,000) (1,386,000) {1,375.8601 0.397
X 34 X 3% K34y ep-10T
T a0 w0 lam
(743, 584) i743,684)  1741,453) 0,397
X 33 Lus K3 GR0T
e 2,05 282004
593,261 §93.250 631,181 0.3
X 34 X 34X X34 GP-TUT.
o (235,;6;} (38.708)  (235.002)
258,180 e 258020 1000
X 34 X 3% K3 SPEC
(47..985) B (87,985)  {87,985)
s Tl (203 oo
X 345 ) X 34x XML SPEC
24,130 ) 24,130 24,730
e 905,576 ;5;:;;5 o0
X 343 LS T %I SPEC
e lwess Gonasn
Clmam s 80,0000 1000
X 34.76568 X 34.7666% X 34c7666%  SPEC

.................................

----------------------------------------
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Percent Repair Allowance {686,000) {696,000} (693,912} D.997
Tax Rate X 34y paKT ) 4 134y SPEC
DFIT: Percent Repair Allowance 236,640 235,640 235,930
Post Retirement Benefit - Payment {160,000) (766,000} {158,480) 0.398
Tax Rate X34 X 34x X 3% oML
DFIT: Post Retirement Bemefit Payment 258,400 258,400 257.883
Dumont Depr. Het 12,824 12,624 12,624 1,000
Tax Rate X 343 X 3y X 34x SPEC
DFIT: Dumont Depreciation Het {4,292} 20290 14.297)
Property Tax Sec. 48i-3 Yr, Adj. 1,119,996 1,119,996 1.116.536 0.397
Tax Rate 13 X 34x 1 34x 6P-10T
OFIT: Property Tax Sec. 481-3 Yr. Adi. (380,793} {380,739} 378,656
Deferred Fuel Expense (Het) 528,182 628,782 628,782 1.000
Tax Rate X 34y L 34 pAKE SPEC
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Page 1of1

Kentucky Power Company

REQUEST

Refer to the response to the Staff’s Second Request, Item 75(c). Provide the status of the “nearly
100,000 tons of coal” scheduled for delivery in November and December of 2005, and include
the Big Sandy coal inventory level, stated in days’ burn, as of December 15, 2005. Consider this
an ongoing request and provide, by January 31, 2006, the same information as of January 15,
2006.

RESPONSE

Kentucky Power coal suppliers continue to experience challenges in meeting scheduled
deliveries. Of the 322,000 tons of coal scheduled for delivery in November 2005, only 217,000
tons were received resulting in a 105,000-ton shortfall. Deliveries in December 2005 through the
15th are also below expectations. As of December 15, 2005, Kentucky Power's coal inventory
level is at 21 days of supply.

In light of these ongoing difficulties, Kentucky Power has been successful in recently procuring
additional coal to offset the shortfalls currently being experienced. While secure market
tonnages continue to be elusive, Kentucky Power remains aggressive in its pursuit of additional
opportunities that may exist. Kentucky Power does not anticipate reaching its 35-day target coal
inventory level until March 2006.

WITNESS: Errol K Wagner
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Page 1 of 1

Kentucky Power Company

REQUEST

Refer to the response to the Staff’s Second Request, Item 82. Based on its responses, is
Kentucky Power proposing that the environmental surcharge to be billed to customers would be
determined by the formula “CRR — MEBC?” rather than the current approach of “CRR — BRR”?
Explain the response.

RESPONSE

Initially the Company was proposing to use the CRR-MEBC formula rather than the current
approach of CRR-BRR. Upon reflection, the Company believes it is appropriate to continue
with the current approach of CRR-BRR once the BRR is updated to reflect the base period
revenue requirement for the test year in this case.

WITNESS: Errol K Wagner
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Page1of 3

Kentucky Power Company

REQUEST

Refer to the response to the AG’s First Request, Item 44(a). For each of the items listed below,
provide copies of the advertisement and explain why the expense should be included for rate-
making purposes.

a. Voucher No. 0107994 — Floyd County Chamber Of Commerce - Invoice No. 805, page 3
of 6.

b. Voucher No. 00108939 — Clark Publishing Inc. — Invoice No. 36298, page 3 of 6.
RESPONSE

a. A copy of the advertisement is shown on page 2 of this response. This ad should be included
for rate-making purposes because it is providing our customers with information on how to
contact us to report service outages, fallen power lines, requesting account information, bill
payment options, etc.

b. A copy of the advertisement is shown on page 3 of this response. This ad should be included
for rate-making purposes because it is providing our customers with information on the
Company's plans to invest millions of dollars in environmental improvements that will enhance
the quality of air and life for our customers and the millions of dollars in our energy delivery
system in order to better serve our customers.

WITNESS: Ranie K Wohnhas
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2 Hereto serveyou
) 24 hours a day

7% Convenient customer service

Customer service means always being there. That's why Kentucky
Power offers a wide rage of options to customers 24 hours aday, 7 days
a week. Whether you are reporting a service outage or a fallen power
 line, requesting account information, reviewing convenient bill-payment
options or looking for quick energy-savings lips, we can help. Our cus-
tomer services representatives are available to assist you by calling

(800) 572-1113. )

You can also access our web site at www.kentuckypower.com,
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~ Sharing in Kentucky's heritage.

Kentucky Power has been a part of Kentucky's history for 85
years. Serving 175,000 customers in 20 eastern counties, we are
a part of the rich heritage that makes the region special. And
we plan to be here well into the future. By investing millions of
dollars in environmental improvements at our power plant, and
millions more in our energy delivery system, we are investing”
in Kentucky, its people and a bright future. When it comes to
serving the Commonwealth, Kentucky Powsr is there, always
working for you.

KENTUCKY
POWER"®

A unit of American Electric Power www.KentuckyPowsr.com

KY Atmanac Ad 1 ©® 81505 10:02:59 AM
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Item No. 41
Page 1 of 3
Kentucky Power Company
REQUEST
Refer to the response to the Staff’s Second Request, Item 94.
a. Concerning the response to Items 94(a) and 94(b), provide a further breakdown of the

percentage of Edison Electric Institute (“EEI”) dues for the following categories, if available:
(1) Advertising — six cost categories are identified in the category description.

(2) Marketing — the category description states this category contains both marketing and
demand-side management costs.

b. Would Kentucky Power agree that the percentage of its EEI dues associated with
Legislative Advocacy, Regulatory Advocacy, and Public Relations should be excluded for rate-
making purposes? Explain the response.

c. Concerning the response to Item 94(c), Kentucky Power was requested to explain why
the dues for the listed organizations should be included for rate-making purposes. The response
did not include the requested explanations. Provide the originally requested information.

RESPONSE

a. Per a copy of an email attached as page 3 of this response, EEI is not able to breakdown the
advertising and marketing expenses into the subcategories listed on response to Items 94(a) and
94(b). The subcategories are listed as examples of what are to include in those categories;
however, EEI does not record time or expenses to those subcategories.

b. Kentucky Power does not agree with this statement. The percentage of EEI dues that fund
Legislative Advocacy, Regulatory Advocacy and Public Relations should be recoverable for
rate-making purposes for the following reasons:

1. Kentucky Power's customers benefit directly from our involvement in best practices
discussions with other members of EEL. We can learn and apply cost saving approaches that
enable us to reduce costs or hold off further increases.

2. Legislation or regulation that produces benefits to customers can be shared among the
members of an organization like EEI Particularly negative legislation or regulation can also be
discussed to potentially mitigate cost increases.
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Page 2 of 3

3. The opportunity to address potential cost increasing legislation can be more effectively
engaged with the clout of an organization like EEI. Conversely, when a positive legislative or
regulatory issue surfaces, the "strength in numbers" approach could produce cost savings or cost
increase avoidance for Kentucky Power's customers.

c. SEE - As noted previously, the primary benefit of our participation in Southeastern Electric
Exchange is the mutual assistance program in times of major storm restoration. This provides a
benefit to Kentucky Power customers when it is the company being assisted. It significantly
reduces outage times for our customers and helps us control the total restoration cost. The
reciprocity aspects when Kentucky Power is the assisting another company provides the
assurance to our customers that help will be there if and when we need it. Another positive cost
saving benefit from our participation in SEE is the best practice discussions that are held with the
participating utilities. All customers’ benefit when best practices emerge from discussions among
companies with like operations.

SGPB - The Southern Growth Policies Board allows us to represent our customers to a large
region of the south, 14 states and Puerto Rico. Our customers benefit from participation in that
the purpose of the organization is to foster growth in the southern states. With growth comes the
opportunity for expansion and additional sales. That in turn allows us to spread fixed costs over
a larger base.

SSEB - The Southern States Energy Board creates programs in the fields of energy and
environmental policy research, development and implementation, science and technology
exploration and related areas of concern. Knowledge from this organization has enabled our
state to remain competitive in the economic development and energy arenas and this knowledge
is then enjoyed by the ratepayers in the form of low rates and environmentally sound practices.
Membership and participation in this organization has also proved vital when providing
knowledge, expertise and communication to various Kentucky agencies (PSC, Legislators, LRC
Staff and the EPPC) during the development of energy and environmental policy for Kentucky.
In fact many of these agencies are represented at the SSEB meetings. Kentucky enjoys a solid
energy and environmental climate by having been exposed to the issues and having been
educated from participation in such organizations.

WITNESS: Timothy C Mosher
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"Farrell, Briah'_‘ :
<BFarrell@eei.org> To <pssplawnyk@aep.com> .

12/19/2005 10:00 AM cc "Stringfellow, David” <DStringfellow@eei.org>,
<jlbrubaker@aep.com>
Subject Naruc Data Codes Request

You had forwarded o David Stringfellow a request from the Kentucky Commission regarding the
aggregation of EEl expenses into the categories of Advertising, and of Marketing. Unfortunately, we are
not able to break down those expenses further into subcategories. We have listed the subcategories as

_examples of what are to be included in those categories. But we do not record our time and expenses
broken down into those subcategories. Thus we are not able to provide you with this data.

I hope this addresses your question. Please let me know if you have any questions.
Brian .

Brian Farrell

Director, Member Relations
Edison Electric Institute
(202) 508-5649

bfarrell@eei.org
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Item No. 42

Page 1 of 3

Kentucky Power Company

REQUEST

Refer to the response to the Staff’s Second Request, Items 98(c) through 98(f). For each of the
expense categories listed below, explain why the expense should be included for rate-making
purposes:

Mge/Part Community Relations.
Mge/Part Env. Pub. Policy Issues.
Mge/Part Public Relations.
Mge/Part Public Policy Issues.
Mge/Part In Legislative Affrs.
Manage and Provide Branding.

Tho a0 o

RESPONSE
a. Mge/Part Community Relations:

Kentucky Power's customers directly benefit from our activities in community relations for the
following reasons:

1. We can assess our quality of service and reliability directly with input from business
leaders, politicians and other civic leaders, and teachers and learn if our budgeted reliability
projects are addressing problem areas.

2. By having developed relationships with the community leaders we can learn of safety
concerns earlier, thereby reducing potential injuries to the public or potentially longer outages for
our customers.

b. Mge/Part Env. Pub. Policy Issues

Kentucky Power's customers directly benefit from our activities in environmental public policy
for the following reasons:

1. We can stay abreast of developing issues in the area we serve regarding the
environment and develop cost effective programs to address those issues in a timely manner.

2. Participation in organizations focused on environmental public policy allows Kentucky
Power to discuss best practices with other manufacturers whose operations affect the
environment, thus reducing potential wasted dollars on programs that might not be as effective.



KPSC Case No. 2005-00341
Commission Staff third Set Data Request
Order Dated December 12, 2005

Item No. 42

Page 2 of 3

c. Mge/Part Public Relations

Kentucky Power's customers benefit from our activities in Public relations for the following
reasons:

1. Having developed relationships with the public we can learn of potential problem areas
or situations sooner, thus reducing our overall cost in addressing issues and applying remedies.

2. If the public knows and understands some of the inherent dangers of providing electric
service, we can avoid or eliminate potential situations that could result in a prolonged outage and
unnecessarily increases of our overtime costs.

d. Mge/Part Public Policy Issues

Kentucky Power's customers benefit from our activities in public policy issues for the following
reasons:

1. The same arguments hold true here that are used for b. above except on a wider scope
than just the environment.

2. Participation in public policy development groups or associations allows the discussion
of best practices to reduce overall costs.

e. Mge/Part In Legislative Affairs.

Kentucky Power's customers benefit from our activities in legislative affairs for the following
reasons:

1. If proposed or pending legislation would cause unnecessary increases in our cost of
doing business, we're in a position to discuss that with legislators or their staff to assure the
legislators understand the impact of the legislation on their constituents.

2. Legislators are not experts in every field of business. As legislation is introduced that
would adversely affect Kentucky Power's ability to control costs for their customers, with a
developed relationship and understanding of the legislative process, we're more likely to control
those costs.

3. The best practice argument applies here as well. By participating in legislative affairs
groups or committees, we can learn cost saving approaches used successfully in other
jurisdictions and suggest them in Kentucky.



f. Manage and Provide Branding
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Page3 of 3

Kentucky Power's customers benefit from branding for the following reasons:
1. With a better developed relationship of trust with the customer base through branding,
you're more likely to learn of potential safety and reliability issues sooner. That information

allows you to better control overtime or damage costs.

2. That same trust relationship built through branding encourages customers to ask
questions concerning their use of electricity which can lead to a more efficient use in the home,

business or industrial setting.

WITNESS: Ranie K Wohnhas, Timothy C Mosher
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Item No. 43

Page1of1

Kentucky Power Company

REQUEST

Refer to the response to the Staff’s Second Request, Item 99. Based on Kentucky Power’s
response, would it agree that the test-year expenses for REV1 Power Services Inc. and Area
Land Surveys should be excluded for rate-making purposes? Explain the response.

RESPONSE

Kentucky Power does not agree that the test-year expenses for REV 1 Power Services, Inc. of
$12,930 and Area Land Surveys of $10,333 should be excluded for rate-making purposes. Even
if the expenses may not be on-going they are representative of regularly recurring expenses
necessary to provide service. Kentucky Power should have the opportunity to recover a
reasonable level of expenses based upon a given test year which includes both on-going expenses
" and other expenses incurred in the test year necessary to provide service.

WITNESS: Ranie K Wohnhas
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Item No. 44
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Kentucky Power Company
REQUEST
Refer to the response to the Staff’s Second Request, Items 105 and 106.
a. Compare the actual 2005 cost levels for Kentucky Power’s pension and post-retirement,

non-union benefits with the 2005 cost levels contained in the last actuarial valuation reports prior
to 2005.

b. Is it correct that the actuarial valuation reports show costs in 2006 for Kentucky Power’s
pension and post-retirement, non-union benefits that are lower than the 2005 levels?

RESPONSE

a. Actual 2005 costs for Kentucky Power Company's pensions are approximately $112,000
higher than the estimated 2005 costs per the 2004 Actuarial Report. The main cause is increased
amortization of actuarial losses, partially offset by the benefit of additional investment return on
the substantial discretionary contributions made in each calendar quarter of 2005. Actual 2005
costs for Kentucky Power Company's postretirement benefits are approximately $1,330,000
lower than the estimated 2005 costs per the 2004 Actuarial Report. The main cause of the
decline is the approximately $936,000 Medicare subsidy benefit that was not included in the
2004 Actuarial Report's estimated 2005 cost.

b. The 2005 Actuarial Report shows estimated 2006 costs that are lower than actual 2005
costs because of the effect of increased investment return on larger trust fund balances. Without
the substantial discretionary 2005 quarterly contributions, estimated cost for 2006 would be
greater than 2005 actual cost. The Company's responses to Staff's Second Request, Items 105
and 106 discuss a variety of reasons that estimated costs for future years are not certain enough
to use to modify test year expenses. Recent reviews indicate that both investment return and
interest rates, two of the more significant assumptions, have been worse than expected so far this
year, which would have the effect of increasing 2006 cost.

WITNESS: Hugh McCoy
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Item No. 45
Page 1 of1
Kentucky Power Company
REQUEST
Refer to the response to the AG’s First Request, Item 14(b).
a. Was Kentucky Power aware that the Commission has found in previous rate cases that

the balance of prepayments included in the utility’s rate base does not include any prepayment
balance associated with the PSC Assessment? Explain the response.

b. Explain why Kentucky Power believes the PSC Assessment should be included in the
prepayments balance included in its rate base.

RESPONSE

a. No. The Company has not reviewed each of the Commission's previous rate case orders.

b. The Company believes the PSC assessment should be included in the prepayments balance
included in its rate case because it, like all other prepayments, represents an asset of the

Company. The Company's prepayment balance of $661,934 in this rate case does not include
any prepayment of PSC assessments.

WITNESS: Ranie K Wohnhas



